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AUTHORIZING  RESOLUTION 

House  Joint  Resolution  No.  3  (HJR3)  passed  by  the  53rd  Legislature  directed  the  Department 
of  Fish,  Wildlife,  and  Parks  (FW&P)  and  the  Department  of  Revenue  (DOR)  to  investigate  and 
conduct  a  study  of  residency  compliance  for  Fish  and  Game  licensing  purposes  and  state  income 
tax  purposes;  directed  the  Departments  to  implement  changes  whenever  possible  to  reduce  under 
reporting  of  income  and  to  reduce  residency  fraud;  and  requested  the  Departments  to  report  to 
the  54th  Legislature  on  the  results  of  the  study  and  on  the  need  for  additional  legislation  to 
address  the  problems  of  under  reporting  and  residency  fraud. 

This  report  provides  the  results  of  the  studies  conducted  by  DOR  and  FW&P  and  their  resulting 
recommendation  that  no  additional  legislation  addressing  under  reporting  and  residency  fraud  is 
necessary  at  this  time. 


OVERVIEW 

FW&P  has  provided  DOR  with  residency  information  on  individuals  for  over  two  decades.  Due 
to  income  tax  confidentiality  statutes,  DOR  was  barred  from  releasing  information  to  FW&P 
until  April  4,  1989,  when  the  Legislature  authorized  release  of  tax  information  required  under 
§87-2-102,  Montana  Code  Aimotated  (MCA),  to  establish  the  residency  requirements  of 
applicants  for  hunting  and  fishing  licenses.  Since  1989,  residency  information  has  been  routinely 
exchanged  by  the  agencies  on  a  case  by  case  basis.  DOR  currently  utilizes  FW&P  license 
information  when  conducting  income  tax  audits  requiring  a  determination  of  residency. 

To  assist  in  the  study,  DOR  conducted  a  cross  match  of  its  Individual  Income  Tax  data  base  with 
data  supplied  by  FW&P.  Output  was  generated  for  FW&P  if  an  individual  purchased  a  1991 
resident  hunting  or  fishing  license  and  did  not  file  a  corresponding  Montana  resident  tax  return. 
FW&P  submitted  186,927  records,  consisting  of  individuals'  social  security  numbers.  DOR 
found  that  149,558  (80%)  of  the  individuals  filed  resident  1991  income  tax  returns.  No  further 
action  was  taken  on  those  individuals. 

Information  concerning  the  remaining  37,369  records  (20%)  was  extracted  from  the  income  tax 
data  base.  Individuals  names,  addresses,  social  security  numbers,  and  their  1991  filing  status 
(non-resident,  part  year  resident  or  non-filer)  was  extracted.  This  information  was  provided  to 
FW&P  on  magnetic  tape.  FW&P  picked  140  names  at  random  from  the  list  provided  by  DOR. 
FW&P  personnel  worked  part  of  the  random  sample  in  the  field  to  determine  if  the  person  was 
a  Montana  resident.    If  the  person  was  determined  to  have  been  a  non-resident,  appropriate 
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action  was  or  will  be  taken  by  FW&P.  If  the  person  was  found  to  have  been  a  resident,  FW&P 
^         referred  their  findings  to  DOR.   DOR  then  determined  if  the  individual  had  a  1991  income  tax 
filing  requirement  and  solicited  any  necessary  returns. 

Within  the  list  of  37,369  names,  DOR  also  provided  FW&P  with  a  category  containing  504 
names  of  individuals  who  filed  full  year,  non-resident  returns  with  DOR,  all  of  whom  had 
purchased  resident  licenses.  FW&P  has  not  yet  had  time  to  investigate  any  of  these  individuals. 

Additionally,  DOR  selected  a  sample  of  44  individuals  who  were  outfitters,  landowners,  booking 
agents  and  game  farm/trophy  hunt  operators  with  operations  in  Montana  and  reviewed  their  tax 
returns  to  determine  if  the  income  from  the  various  activities  was  properly  reported. 

The  following  categories  of  individuals  were  reviewed  by  DOR: 


LANDOWNERS 

Owners  of  Montana  real  estate  who  lease  hunting  rights  on  the  property  to  an  outfitter. 

LANDOWNER/OUTFriTERS 

Owners  of  Montana  real  estate  who  charge  hunters  for  hunting  privileges  on  the  property. 

LICENSED  RESIDENT  OUTFITTERS 

Individuals  who  possess  a  Montana  Outfitter  License,  issued  by  the  Montana  Board  of  Outfitters, 

who  are  residents  of  Montana. 

LICENSED  NONRESIDENT  OUTFITTERS 

Individuals  who  possess  a  Montana  Outfitter  License,  issued  by  the  Montana  Board  of  Outfitters, 

who  reside  in  a  state  or  country  other  than  Montana. 

UNLICENSED  OUTFITTERS 

Individuals  who  have  conducted  unlicensed  outfitting  activities  in  Montana. 

GAME  FARM/TROPHY  HUNT  ACTIYITIES 

Individuals  who  raise  wild  game  for  breeding  or  resale  purposes  and/or  charge  for  the  right  to 

hunt  these  privately  owned  animals. 

BOOKING  AGENTS 

Individuals  who  unite  hunters  and  landowners  and  charge  a  fee  for  doing  so. 
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STUDY  RESULTS 


Fee  hunting  and  related  activities  are  expanding  industiies  in  Montana.  Sustained  growth  has 
occurred  over  the  last  decade  and  is  expected  to  continue.  This  study  was  conducted  to 
determine  the  extent  of  under  reporting  of  income  and  residency  fraud  associated  with  these 
activities.  A  brief  summary  of  the  results  of  the  FW&P  and  DOR  studies  on  the  industry 
follows. 


FW&P  RESULTS  (RESmENCY  FRAUD) 

Using  the  Criminal  Justice  Information  Network  FW&P  wardens  cross  referenced  the  140  names 
randomly  selected  from  the  DOR  list  with  Montana  Driver's  License  files  and  vehicle  ownership 
files.  From  this  procedure  FW&P  found  that  30  names  given  to  DOR  had  an  incorrect  Social 
Security  Number,  a  21%  error  rate. 

The  remaining  1 10  names  were  given  to  game  wardens  for  investigation.  Of  those,  70  were 
determined  to  be  residents  and  were  turned  over  to  DOR.  Three  individuals  were  FW&P 
residency  violations.    The  remaining  37  are  still  being  investigated. 

There  was  not  sufficient  time  to  check  any  of  the  504  names  provided  by  DOR  as  filing  fiill  year 
non-resident  returns.  This  group  is  likely  to  include  a  large  percentage  of  FW&P  residency 
violations.  In  1992  wardens  wrote  530  tickets  for  license  fraud.  An  average  of  two  citations 
per  person  resulted  in  a  total  of  265  cases.  Efforts  to  investigate  and  prosecute  this  category 
would  increase  the  license  fraud  caseload  by  about  200%. 


DOR  RESULTS  (UNDER  REPORTING  OF  INCOME) 

Referrals  from  FW&P 

From  the  140  names  selected  by  FW&P,  DOR  received  seventy  (70)  referrals  back  as  having 
been  residents  of  Montana  in  1991.   Further  research  by  DOR  produced  the  following: 

9  Existing  Income  Tax  Files  Located 

48        Did  not  meet  minimum  filing  requirements  for  income  tax  purposes 
3  No  Social  Security  Numbers  available  to  identify  income  sources 

10  Income  tax  returns  solicited  by  DOR 

DOR  has  solicited  1991  tax  returns  from  the  ten  (10)  individuals  identified  as  having  a  1991 
filing  requirement.  These  cases  are  still  in  progress.   No  assessments  have  been  made  to  date. 


Sample  of  44  Outfitters.  Landowners.  Game  Farmers,  and  Booking  Agents 

DOR  selected  forty-four  (44)  individuals  for  review  based  on  information  received  from  the 
Montana  Board  of  Outfitters  and  FW&P.  A  breakdown  of  the  individuals  selected  for  review 
follows: 


NUMBER 

SELECTED 

CATEGORmS 

Fourteen  (14) 

T  flndowners 

Five  (5) 

T  flndowner/Outfitters 

Ten  (10) 

Licensed  Resident  Outfitters 

Six  (6) 

Licensed  Nonresident  Outfitters 

Seven  (7) 

Unlicensed  Outfitters 

Two  (2) 

Game  Farms/Trophy  Hunts 

Zero  (0) 

Booking  Agents 

DOR'S  records  indicated  38  of  the  44  individuals  (86%)  had  filed  Montana  Individual  Income 
Tax  Returns,  6  (14%)  had  not  filed  returns. 

L         Review  of  Filed  Returns 

To  determine  the  extent  of  under  reporting  on  income  tax  returns,  DOR  reviewed  returns  filed 
by  individuals  in  the  sample  field.  Information  available  from  FW&P  and  the  Montana  Board 
of  Outfitters  was  utilized  during  the  review  process.  Tax  adjustments,  totaling  $11,488.34,  were 
made  to  3  individuals'  returns.  No  adjustments  were  made  on  32  individuals'  returns.  Review 
of  the  remaining  3  individuals  is  still  in  progress. 

Of  the  3  individuals  assessed,  only  one  has  agreed  to  the  assessment,  $502.55.  The  remaining 
$10,985.79  resulted  from  the  disallowance  by  DOR  of  deductions  due  to  the  2  taxpayers  failing 
to  respond  to  requests  for  additional  information.   The  $10,985.79  is  still  contested. 

n.        Non-Filers 

Individuals  who  had  not  filed  tax  returns  were  contacted  by  DOR  and  tax  returns  solicited  for 
relevant  years.  In  all  six  (6)  non-filer  cases,  the  individuals  have  failed  to  file  the  requested 
returns.  Using  the  best  available  information,  DOR  estimated  four  (4)  of  the  individuals' 
applicable  tax,  penalties  and  interest,  resulting  in  the  issuance  of  Notice  of  Assessments  totaling 
$115,786.41.   The  review  of  two  (2)  non-filers  is  still  in  progress. 

Of  the  44  individuals  selected  for  review.  Licensed  Nonresident  Outfitters  had  the  highest  rate 
of  not  filing  tax  returns  (3  of  6  or  50%).  Unlicensed  outfitters,  illegally  operating  in  Montana, 
had  the  next  highest  rate  of  not  filing  returns  (3  of  7  or  43%). 
One  Licensed  Resident  Outfitter  had  failed  to  file  a  tax  return  (1  of  10  or  10%). 


SUMMARY 

FW&P  found  that  the  study  as  designed  and  executed  had  a  number  of  unexpected  flaws.  The 
problems  were  as  follows: 

A  large  number  of  individuals  who  buy  the  disabled  conservation  licenses  have  no 
income  tax  filing  requirement.  The  inclusion  of  this  group  in  the  study  caused  both 
Departments  to  expend  numerous  non  productive  hours  of  research  and  investigation. 

Key  punch,  illegibility,  and  license  agent  error  created  a  21  %  error  rate  on  the  input  data 
supplied  to  DOR  by  FW&P.  By  using  multi-year  comparisons  of  Driver's  License 
numbers  FW&P  was  able  to  reduce  this  error  to  12%. 

Many  of  the  names  were  not  researched  due  to  the  inability  of  wardens  to  spend  time  on 
the  study  with  respect  to  their  other  duties.  Time  and  workload  were  definitely  a  factor. 

None  of  the  3  individuals  who  were  in  violation  of  the  FW&P  residency  statute,  however,  were 
under  prior  investigation  for  license  fraud. 

Future  uses  of  the  FW&P/DOR  files  should  include  more  restrictive  programming  to  eliminate 
disabled  licensees  and  target  the  age  group  from  26  years  old  through  53  years  old.  In 
comparing  the  number  of  citations  issued  to  individuals  by  age,  FW&P  found  that  the  majority 
of  violators  were  between  26  and  53  years  old. 

Of  the  44  individuals  selected  for  review  by  DOR,  the  Income  and  Miscellaneous  Tax  Division, 
Field  Audit  Section,  examined  23  individuals'  income  tax  returns  to  determine  under  reporting 
of  income.  The  Section  is  composed  auditors  having  training  and  experience  conducting 
complex  audits  and  fi^ud  investigations.  A  total  of  212  auditor  hours  were  expended  on  these 
audits.   Total  assessments  of  $502.55  were  made. 

Less  comprehensive  desk  reviews  were  performed  by  the  Compliance  Section  on  the  remaining 
21  individuals.  A  total  of  95  audit  hours  were  expended.  Total  assessments  of  $118,375.49 
were  made.  $107,389.70  of  the  total  amount  were  estimates  of  non-filers'  tax  liabilities.  The 
estimated  liabilities  are  based  on  gross  income  amounts.  Such  assessments  are  normally  reduced 
substantially  if  a  taxpayer  files  returns  claiming  allowable  deductions  and  exemptions. 

Based  on  the  study  results,  an  across  the  board  expanded  audit  effort  of  this  industry  does  not 
appear  justified  at  this  time.  Review  of  selected  categories  within  the  industry  appears  to  have 
more  audit  potential.  Such  reviews  can  be  accomplished  with  existing  laws  and  procedures. 


CONCLUSION 


FW&P  initially  expended  $1,200.00  to  enable  DOR  to  develop  the  cross  match  program. 
Subsequent  annual  investments  of  $920.00  are  projected  to  continue  the  program.  The  cost  of 
the  program  is  minimal  when  compared  with  the  suspected  violations  that  could  be  prosecuted 
by  FW«feP  (the  504  fiill  year  non-resident  tax  returns).  The  resultant  cost  of  the  comparative 
study,  however,  makes  the  process  as  conceived  and  executed  more  time  consuming  and 
expensive  than  programs  currentiy  in  place. 

FW«&P  license  fraud  investigations  and  DOR  income  tax  audit  procedures  include  reviews  of 
individuals'  vehicle  licensing,  driver's  licenses,  professional  licenses,  voting  records,  wages,  and 
business  and  corporate  interests.  The  cooperative  relationship  between  FW&P  and  DOR  could 
be  enhanced  if  FW&P  wardens  received  additional  training  in  DOR's  procedural  needs.  FW&P 
wardens  and  DOR  could  then  compile  the  information  in  a  more  consistent  and  useful  form. 

Both  agencies  recommend  that  the  $920.00  annual  investment  of  the  cross  match  program 
continue.  The  FW&P  programmer  will  be  able  to  refine  the  cross  match  system  to  provide  a 
smaller  list  of  names  to  check  for  license  fraud  violations.    Examples  are  as  follow: 

A  review  of  FW&P  violation  files  shows  that  the  majority  of  violators  fall  within  the 
ages  of  26  to  53.  If  the  FW&P/DOR  cross  match  were  restricted  to  this  age  bracket, 
those  persons  most  difficult  to  locate,  such  as  college  students,  military  personnel,  and 
senior  citizens,  would  be  eliminated.  Some  violators  would  escape  detection  but  less 
time  would  be  spent  investigating  non  violators. 

Those  who  purchase  34-series  conservation  licenses  should  be  eliminated.  This  is  the 
disabled  license  series  and  it  is  probable  that  those  who  receive  the  disabled  certification 
for  the  licenses  from  their  doctor  would  receive  this  certification  from  a  local  doctor. 

Used  in  conjunction  with  the  other  license  fraud  programs  and  income  tax  audit  selections,  the 
annual  cross  match  will  be  a  useful  tool  for  both  departments.  However,  both  agencies  feel 
existing  laws  are  adequate  and  make  no  recommendations  for  additional  legislation. 

Case  by  case  exchange  of  information  between  the  agencies  will  continue.  Such  exchanges  have 
proven  to  be  valuable  for  both  agencies.  The  cross  match  program  is  worthwhile  and  will  be 
cost  effective  once  further  programming  changes  are  made.  The  resulting  output  will  be  utilized 
by  FW&P  to  investigate  residency  fraud  as  time  and  resources  permit.  DOR  will  continue  to 
follow  up  on  leads  provided  by  informants,  FW&P,  and  the  Montana  Board  of  Outfitters. 
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